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ABSTRACT 



Large increases in educational attainment have resulted in 
dramatic shifts in the composition of educational groups. Utilizing 1960-90 
Decennial Census and other data, this paper uses educational ranks 
(cohort- specif ic relative rankings in educational attainment) as a control 
for changes in the composition of educational groups. This approach assumes 
that people in different cohorts with the same educational rank have about 
the same level of ability. The paper also examines a second approach to 
controlling for changes in the composition of educational groups, within 
cohort comparisons. For native white males between 1969-89, accounting for 
changes in the composition of educational groups: (1) explains about half of 

the increase in the college-high school weekly earnings differential; (2) 
results in increases in weekly earnings for the less educated; and (3) 
doubles the increases in experience differentials for high school graduates 
who are less educated. The paper questions the common research strategy of 
using educational groups as a proxy for skill groups over long time periods, 
noting that estimates of the returns to skill using education differentials 
are likely to present a misleading portrait of the labor market and arguing 
that this misleading portrait has been significant over time. (Contains 30 
references and 9 tables.) (SM) 
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ABSTRACT 

Large increases in educational attainment have resulted in dramatic shifts in the composition of 
educational groups. Utilizing the 1960-1990 Decennial Census and other data sources, I account 
for these changes in composition using educational ranks - cohort-specific relative rankings in 
educational attainment. For native white males between 1969 and 1989 accounting for changes 
in the composition of educational groups (1) explains about half of the increase in the 
college/high school weekly earnings differential, (2) results in increases in weekly earnings for 
the less educated, and (3) doubles the increases in experience differentials for high school iess 
educated. These findings raise questions about the common research strategy of using 
educational groups as a proxy for skill groups over long periods of time. 
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I. Introduction 



“Perhaps the most important change in the labor market over the past 25 years has been 
the increase in the demand for more educated workers” ( Economic Report of the President , 1998, 
p. 149). Findings of widening differentials in earnings by education along with “wages for less 
educated workers [that] deteriorated ... in the mid-1970s and 1980s” (p. 148) color the way in 
which both policymakers and researchers think about the world. For that reason it is important 
that this picture of the U.S. labor market be as accurate as possible. 

This paper argues that increases in education differentials have been overstated and that 
the wages of less educated workers have not “deteriorated” if we take into account one simple 
fact. Over the past few decades, educational attainment has increased and with it. the 
composition of educational groups has changed, implying that using educational groups is a 
particularly bad way to examine how both inequality and the returns to skill have changed over 
time. Accounting for these changes in the composition of educational groups results in a very 
different picture of the U.S. labor market, including (1) increases between 1969 and 1989 in the 
college/high school weekly earnings differential that are about half as large, (2) weekly earnings 
for high school graduates and dropouts that increase between 1969 and 1989 rather than 
decrease, and (3) a doubling of the 1969-1989 increases in the differences in weekly earnings 
between older and younger high school graduates and dropouts. 1 

This new picture of the U.S. labor market is important for both policymakers and the vast 
literature in economics in search of explanations for the rising U.S. wage inequality over the past 
few decades. 2 In fact, these findings challenge one of the bodies of evidence for increases in 

1 These results are for native white males with 1-30 years of experience. 

2 See Levy and Mumane (1992) and Katz and Autor (1998) for a review of the wage inequality literature. 
See Gottschalk and Smeeding (1997) for a discussion of international wage inequality. Explanations for 
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